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An Overview of GASB Statement #34

This document does not cover every aspect of GASB Statement #34. It isa brief overview
designed to provide a general understanding of the Statement to those not familiar with its
accounting and reporting requirements. This overview represents the views and under standing
of the staff preparing it and additional follow-up should be undertaken when deemed necessary
by the reader.

Overview

The Governmental Accounting Standards Board' s Statement #34 (also referred to in this
document as GASB 34 or the Statement) was issued to make financia statement presentations
more comprehensive and more useful/informational/easier to understand for the users of the
reports. Certain portions of the new requirements will certainly accomplish those gods. GASB
acknowledged the complexity of the changes and the time necessary to adapt to the new
requirements by phasing in the implementation of the Statement’ s requirements.

Implementation Phase In
Revenues (exclusive of specid or extraordinary revenues) from fisca year 1999 determine the
implementation phase for Missouri school digtricts.

Phase 1 = those with revenues greater than $100 Million
Phase 2 = those with revenues in excess of $10 Million, but less than $100 Million
Phase 3 = those with revenues less than $10 Million

Phase 1 effective for FY 2002
Phase 2 effective for FY 2003
Phase 3 effective for FY 2004

GASB 34 provides additiona phase in dates for the retroactive reporting of infrastructure (e.g.,
roads and bridges), which will have little, if any, impact on school didricts.

New Format of the Report
GASB 34 retains much of the old presentation, but adds additional statements and note
disclosure requirements, as well as making other revisions to the data required to be presented.

The GASB 34 format includes.

Independent Auditor’s Report

Management’ s Discusson & Andyss (new)

Government-wide Financid Statements (new)

Fund Financid Statements

Notes to the Financid Statements (additiona disclosures required)

Other Required Supplementary Information (including changes to the budget to actua
Satements)
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M anagement’s Discussion & Analysis(MD& A)

The MD&A is conddered Required Supplementary Information (RSl) and introduces the basic
financid statements and notes. The Missouri Department of Elementary and Secondary
Education (DESE) expects this requirement will benefit the users (readers) of the report. The
MD&A isthe responsihility of the school digtrict and may be partidly prepared using data
contained in the didtrict’ s budget message. The didtrict should discuss the current year data as
compared to the prior year data, with the emphasis on the current year, noting both positive and
negative aspects. (Obvioudy, in thefirgt year of the new reporting format, certain comparisons
will not be possible. The digtrict should indicate when this is the case and note that such
comparisons will be made in subsequent years.)

The MD&A isto be completed based on facts, conditions and decisions known as of the date of
the auditor’ s report and isto include:
a. A brief discusson of the basic financid statements.
b. Condensad financid information derived from the government-wide financids
comparing the current and prior years. (See these requirements outlined below.)
c. Anandysisof the government’s overdl financid position and results of operations.
d. Anandyss of the balances and transactions of the individua funds.
e. Anandyssof the Sgnificant variances between the origina and find budgets and
between the fina budget and actual data.
f. A description of Sgnificant capital asset and long-term debt activity during the year.

Didricts should refrain from discussing itemsin the MD&A that are not specificdly required by
GASB 34. Theuseof charts and graphsis encouraged to facilitate the reader’ s understanding of
the data presented. Projections of future events or planned future events (e.g., the digtrict plans
to seek voter approva for abond issue to make facility upgrades) should be avoided. If the
district has obtained voter gpprova for a new bond issue, but has yet to actualy issue the bonds,
the digtrict could briefly discuss the new bond issue and information related to the uses thereof in
generd. Keep in mind that the emphasis of the MD&A is to be on current year events and
transactions affecting the didrict’ s financid condition.

Condensed Financial Information
The fourteen items required for item b above are:
1. Total assats (distinguished between capita and other)
2. Totd liabilities (distinguished between long-term and other)
3. Totd net assets (distinguished between amounts invested in capital assets, restricted and
unrestricted amounts)
Program revenues, by mgor source
Generd revenues, by mgjor source
Total revenues
Program expenses — a aminimum by function
Tota expenses
Excess or deficiency before certain contributions, specid and extraordinary items and
transfers
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10. Contributions

11. Specid and extraordinary items
12. Transfers

13. Changein net assets

14. Ending net assets

New Government-wide Statements Required by GASB 34

Statement of Net Assets

Mot closdy digned with a balance shedt, this statement shows assats, liahilities and net assets
(essts minuslighilities). Thisfinancid statement may be formatted by categorizing assets and
liabilities as current and non-current (the classified format) or based on the liquidity or maturity
of the assets and liabilities (the liquidity formet).

The net assats are to be reported in the following three categories: Invested in capital assets (net
of related debt), Redtricted, and Unrestricted.

Statement of Activities

Mogt closdly aigned with an Income Statement, this financia statement shows the revenues,
expenses, and other changesin net assets. Expenses are presented on the function or program
level. The revenues that offset these expenses are identified in columnsto the sde of the
expenses by type of revenue (as discussed below). The Net (Expenses) Revenues and Changes
in Net Assats are reflected on the schedule. The costs of a particular function (or program) not
covered by identifiable program revenues are covered by the generd revenues of the digtrict
(e.g., property tax revenues) as shown on the lower haf of the new statement.

I dentification of Revenues:
Governmenta operations are financed from four mgjor sources:
1. Thosewho purchase, use or directly benefit from the goods or services of the program
(always a program revenue)
2. Paties outsde the government’s citizenry (program revenue if restricted to a pecific
program -- generd revenue if unrestricted)
3. Thereporting government’ s taxpayers (aways a generd revenue even if redtricted to a
particular program)
4. The government indtitution itself (such as through investing) (usudly a generd revenue)

Program revenues must be further identified as Charges for Services, Program Specific
Operating Grants and Contributions or Program Specific Capital Grants and Contributions.

DESE’s Schoal Finance section plans to provide guidance on its web site relating to the
program/function breakdowns and the classification of revenues for Missouri school didrictsto
usein preparing the Statement of Activities. Although this will represent only the Department’s
recommendations, providing this guidance should hel p standardize the data presented in school
digrict audit reports. Independent auditors may chose to present information differently and
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DESE recognizes (and accepts) that auditor judgment is afactor in the audit reports that will be
prepared for the districts and received by the Department.

Fund Financial Statements

The focus of the fund financia statementsisto be on the entity’smajor funds.  Thesefinancid
satements are what Missouri school districts are accustomed to seeing in their audit reports. For
the governmenta funds, the fund financial statementswill consist of a Balance Sheet and a
Statement of Revenues, Expenditures, and Changes in Fund Balances. (The actud titles of these
financid statements may vary depending on whether the digtrict is a cash basis or accrua basis
digtrict.)

Major Funds
After noting that the didtrict’s primary operating fund (the Generd Revenue (Incidentdl) Fund) is
adways amgor fund, the Statement’ s requirements for determining other mgjor funds are that:
a. Totd assats, ligbilities, revenues, or expenditures of that individud fund (governmenta
or enterprise) are a least 10% of that respective lineitem for al funds of that category or
type and
b. Totd assts, liabilities, revenues or expenditures of the individua fund are at least 5% of
the corresponding dement totd for dl governmental and enterprise funds combined.

DESE's pogstionisthat al four funds (Incidenta, Specia Revenue, Debt Service and Capitd
Projects) are mgjor for Missouri school didtricts. State law establishes these funds and certain
regtrictions on the transfers between them require DESE to obtain financia data on each fund.
Reporting dl four funds as mgor in the audit report will correspond with the digtrict’s
requirements to report the four funds on the Annua Secretary of the Board Report (ASBR) for
DESE purposes. It should be noted that DESE is not currently planning any changes to the
ASBR as areault of theissuance of GASB Statement #34.

Notesto the Financial Statements

The notes to the financid statements present additiond, relevant information regarding the
financid statements that is not presented on the financid statements, but which is necessary for a
full understanding of the data presented thereon. Therefore, the notes are considered an integra
part of the financid statements and such a notation is made on the face of the financiad
gatements. GASB 34 brought forward the note disclosures previoudy set out by other
authoritative guidance and added additiond disclosures for the new reporting items established
by the Statement. (Subsequent GASB Statements (e.g., GASB Statement 38) have provided
further guidance in the area of note disclosure requirements.)
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Budget to Actual Statements

As previoudy mentioned, GASB 34 changed the requirements for the budget to actud financid
gatement. Thisfinancia statement is required for each fund legdly required to adopt an annud
budget (dl four funds of aschool digtrict in Missouri).  The budget to actud statement is now to
include columnsfor the origina budget, the final budget, and the actua expenditures. Variance
columns are optiona and may be presented to show the differences between the origind and
find budgets or between the find budget and the actua expenditures.

The change to this statement appears to be beneficid to the users of the report, as well asthe
local board of educetion. In the past, many districts have, either on their own or on the advice of
their auditor, amended the budget to actud at year end. Thiswas then shown in the finencid
gtatements as though there were no differences between what the district budgeted and what was
expended. In some cases, sgnificant differences were masked by the year-end amendment.
Reporting the origind budget, the find budget, and the actua expenditures on the schedule
provides a much more meaningful and ussful tool for future budgeting purposes, and dlows for
the identification of unexpected events (e.g., the increase in heeting fuel costs a couple of years
ago that could not have been predicted when the budget was origindly prepared) or areas the
digtrict congstently over or under-estimates for that may require closer scrutiny.

DESE encourages the use of variance columns by loca digtricts to facilitate the usefulness of the
financid statement for budgeting purposes. The variance columns will aso be of useto the
digrict in preparing the budget to actua portion of the MD&A. Didtricts may want to discuss the
most appropriate presentation format with their independent auditor to determine what will best
auit the digtrict’ s needs in the future,

Capital Assets

Specific requirements are outlined in GASB 34 relating to the reporting and depreciating of
capital assets (formerly referred to as fixed assets). (The Statement also eiminated what was
previoudy cdled the Generd Fixed Asset Account Group.) Didtricts will undoubtedly want to
talk to their independent auditor regarding capital asset reporting requirements and the impact
(from the auditor’ s pergpective) on the audit report if such items are omitted.

Capitdl Asstsinclude:

Land and land improvements

Buildings and building improvements

Vehicles

Machinery

Equipment

Works of art

Historicd treasures

Infrastructure (i.e., roads, bridges, water and sewer systems, dams, drainage systems)
All other tangible and intangible assets used in operation with initid useful lives greater
than one year.
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Some states have recommended that large and medium sized digtricts (those in Phase 1 and 2)
use a threshold of $5,000 for GASB reporting purposes and that smaller didtricts (thosein Phase
3 with lessthan $10M in revenues) use athreshold of $1,000. DESE bdievesthisisaloca
decison and will not be mandating or requiring certain leves, however, DESE acknowledges
that the lack of a congstent requirement will skew any comparisons attempted between digtricts
reporting capital asset data.

Some didgtricts have asked the question: “Can adigtrict use adifferent threshold than that used to
determine capital outlay to be paid from the Capita Projects Fund?” The answer to thisisyes.
In fact, the digtrict might have more than one leve they use for different purposes. The digtrict
might use the $1,000 threshold outlined in the accounting manud for determining purchases
from the Capita Projects Fund, they might use $500 for insurance and inventory purposes, and
they might use $5,000 for GASB 34 reporting purposes.

If you are a Phase 2 didrict with arequired implementation data of fiscal year 2003 and you will

be presenting capita assets, you mug have the capital asset recordsin place 07/01/02! They
must be in place a the beginning of the fisca year in which you are required to implement.

| mportant

Tak to your auditor. Make sure you're in agreement with regards to implementing GASB
Statement 34 s0 you' re prepared.

Read avalable information. Order publications if deemed necessary.

Watch the School Finance web ste for future GASB 34 updates.



